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December 29, 2016 

 

 

Board of Trustees 

Arizona State Retirement System 

3300 North Central Avenue, 14th Floor 

Phoenix, Arizona 85012 

 

Re: Actuarial Valuation of the System as of June 30, 2016 

 

Members of the Board: 

 

We certify that the information contained in this report is accurate and fairly presents the actuarial 

position of defined contribution program administered by the Arizona State Retirement System 

(ASRS or the System) as of June 30, 2016.  This report was prepared at the request of the Board and 

is intended for use by ASRS staff and those designated or approved by the Board.  This report may be 

provided to parties other than ASRS only in its entirety and only with the permission of the Board.  

 

Actuarial Valuation 

 

The primary purposes of the actuarial valuation report are to describe the current financial condition 

of the System, analyze changes in the condition of the System, and provide various summaries of the 

data. 

 

Plan Provisions 

 

The plan provisions of the System are summarized in Appendix I. There have been no changes in 

plan provisions since the last valuation. 

 

Actuarial Assumptions and Methods 

 

The assumptions and methods applied in this actuarial valuation were adopted by the Board of 

Trustees based on the Report on the Actuarial Experience Study covering a five-year period from 

July 1, 2007 to June 30, 2012, dated July 24, 2013, and completed by Buck Consultants. We did not 

perform an independent analysis of the actuarial assumptions. We believe the assumptions are 

internally consistent and are reasonable, based on the actual experience of ASRS. 

 

The results of the actuarial valuation are dependent upon the actuarial assumptions used. Actual 

results can and almost certainly will differ, as actual experience deviates from the assumptions. Even 

seemingly minor changes in the assumptions can materially change the liabilities, calculated 

contribution rates and funding periods. A review of the impact of a different set of assumptions on 

the funded status of the System is outside the scope of this actuarial valuation. 

 

The current actuarial assumptions and methods are outlined in Appendix II of this report. 
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Funding Adequacy 

 

The Arizona Attorney General issued an opinion letter on November 24, 2009 stating that System 

benefits cannot be “diminished or impaired” as defined under Article 29 of the Arizona Constitution.  

Prior to the Attorney General’s opinion letter, the provisions of the System allowed the Board to 

modify the benefits (up or down) paid by the retirement program in order to maintain a funded status 

between 95% and 105%. 

 

The only contributions to the System now are the current 7% of pay contributions (by the employer 

and the member) for the few remaining active members.  If all of the actuarial assumptions are met, 

the System will run out of money before all of the benefits are paid.  Specifically, the trust is 

expected to be exhausted by June 30, 2026 based on the current assumptions and no future 

contributions. 

 

The unfunded actuarial accrued liability (UAAL) of the System increased from $81.1 million as of 

June 30, 2015 to $103.9 million as of June 30, 2016. Additionally, the funded ratio of the System—

market value of assets divided by the actuarial accrued liability—decreased from 79.6% to 72.4% as 

of June 30, 2016. The funded status is one of many metrics used to show trends and develop future 

expectations about the health of a retirement system. The funded status measure itself is not 

appropriate for assessing the sufficiency of plan assets to cover the estimated cost of settling the 

plan’s benefit obligations or assessing the need for or the amount of future contributions. 

 

Assets are being accumulated in the ASRS Plan to guarantee the benefits of members who retired on 

or after July 1, 1981 from the System.  As long as the State continues to guarantee the benefits 

payable to the System members who retired prior to July 1, 1981, then the objective of paying all 

promised benefits of the System will be met.  

 

System Assets 

 

The total market value of assets decreased from $316.6 million to $273.0 million as of June 30, 2016.  

Table 3 reconciles the changes in the fund during the year.  For purposes of this actuarial valuation, 

assets are reported on a market value basis with no smoothing of asset returns.  The approximate 

investment return for the fiscal year ending June 30, 2016 was 0.0% (or, just slightly more than zero). 

 

Data 

 

The valuation was based upon information as of June 30, 2016, furnished by ASRS staff, concerning 

system benefits, financial transactions, plan provisions and active members, terminated members, 

retirees and beneficiaries.  We checked for internal and year-to-year consistency, but did not 

otherwise audit the data.  We are not responsible for the accuracy or completeness of the information 

provided by ASRS staff. 

 

The tables in Appendix III show key census statistics for the various groups included in the valuation. 
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Certification 

 

All of our work conforms with generally accepted actuarial principles and practices, and to the 

Actuarial Standards of Practice issued by the Actuarial Standards Board.  In our opinion, our 

calculations also comply with the requirements of, where applicable, the Internal Revenue Code and 

ERISA. 

 

The signing actuaries are independent of the plan sponsor.  Ryan Falls and Joe Newton are Enrolled 

Actuaries, Fellows of the Society of Actuaries, and Members of the American Academy of Actuaries 

and Paul Wood is an Associate of the Society of Actuaries, and a Member of the American Academy 

of Actuaries. All three meet the Qualification Standards of the American Academy of Actuaries. 

Finally, each of the undersigned are experienced in performing valuations for large public retirement 

systems. 

 

Respectfully submitted, 

Gabriel, Roeder, Smith & Company  

 

 

 

 

R. Ryan Falls, FSA, EA, MAAA   Joseph P. Newton, FSA, EA, MAAA 

Senior Consultant   Senior Consultant 

 

 

 

 

Paul T. Wood, ASA, FCA, MAAA 

Consultant 
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EXECUTIVE SUMMARY 
 

2016 2015

Membership

• Number of

- Active members 6 6

- Retirees and beneficiaries 1,202 1,269

- Inactive, non-Retired 20 25

- Total 1,228 1,300

Assets

• Market value (MVA) 272,952,351$           316,566,976$           

• Return on market value 0.0% 1.2%

Actuarial Information

• Actuarial accrued liability 376,821,037$           397,617,675$           

• Unfunded actuarial accrued 

liability (UAAL) 103,868,686$           81,050,699$             

• Funded ratio 72.4% 79.6%

• Estimated exhaustion date

assuming no future contributions FY 2026
 

Item
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Development of Financial Status 

 

June 30, 2015

1. Total Actuarial Accrued Liability for:

a. Retirees and beneficiaries 351,217,033$       372,283,163$       

b. Inactive and non-members 9,304,048 10,317,989

c. Active members 16,299,956 15,016,523

d. Total 376,821,037$       397,617,675$       

2. Market Value of Assets 272,952,351$       316,566,976$       

3. Unfunded Actuarial Accrued Liability

(UAAL) (Item 1d - Item 2) 103,868,686$       81,050,699$         

4. Funded Status 72.4% 79.6%  

June 30, 2016
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Actuarial Present Value of Future Benefits 

 

June 30, 2015

1. Active Members

a. Total balances from member contributions 4,071,884$              3,733,227$         

b. Total balances from employer contributions 12,228,072 11,283,296

c. Total 16,299,956$             15,016,523$        

2. Inactive Members

a. Total balances from member contributions 1,481,793$              1,669,376$         

b. Total balances from employer contributions 7,684,413 8,393,804

c. Total 9,166,206$              10,063,180$        

3. Non-members* 137,842$                 254,809$            

4. Retirees and beneficiaries retired prior to July 1, 1981**

a. Monthly annuities 110,561$                 

b. 13th checks 75,369

c. Total 185,930$                 214,491$            

5. Retirees and beneficiaries retired on or after July 1, 1981***

a. Monthly annuities 318,907,257$           

b. 13th checks 32,123,846

c. Total 351,031,103$           372,068,672$      

6. Total Actuarial Present Value of Future Benefits 376,821,037$           397,617,675$       

June 30, 2016

 
 

* Non-members are former members who are eligible for refunds. Their printed records were discovered and first 

included in the June 30, 2006 valuation. They are referred to as the Green Bar members. 

** Members who retired prior to July 1, 1981 have benefits guaranteed by the State. 

*** Members who retired on or after July 1, 1981 have benefits guaranteed by the ASRS Plan. 
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Reconciliation of Plan Net Assets 

 

June 30, 2016 June 30, 2015

(1) (2)

1. Market value of assets at beginning of year 316,566,976$       356,558,465$        

2. Revenue for the year

a. Contributions for the year

i. Employer 39,999$               34,686$               

ii. Member 39,999 34,686

iii. Total 79,998$               69,372$               

b. Investment income for the year 277,812$             4,331,381$           

(net of investment expenses)

c. Total revenue 357,810$             4,400,753$           

3. Disbursements for the year

a. Retirement and disability benefits 43,618,966$         $44,028,609

b. Death benefits 148,521 72,418

c. Refunds 5,267 22,244

d. Other (1,658) 8,843

e. Administrative expenses 201,339 260,128

f. Total disbursements 43,972,435$         44,392,242$         

4. Increase in net assets (Item 2c - Item 3f) (43,614,625)$        (39,991,489)$        

5. Market value of assets at end of year (Item 1 + Item 4) 272,952,351$       316,566,976$        

6. Actual net investment income (Item 2b - Item 3e) 76,473$               4,071,253$           

7. Estimated dollar weighted market yield 0.0% 1.2%

Year Ending
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Total Experience Gain or Loss 
 

Year Ending Year Ending

June 30, 2016 June 30, 2015

(2) (3)

A. Calculation of total actuarial gain or loss

1. Unfunded actuarial accrued liability 81,050,699$         56,524,782$         

 (UAAL), previous year

3. Interest at 8% on UAAL 6,484,056$           4,521,983$           

4. Assumption change (Gains)/Losses 0$                         0$                         

5. Expected UAAL (Sum of Items 1 through 4) 87,534,755$         61,046,765$         

6. Actual UAAL 103,868,686$       81,050,699$         

7. Total (gain)/loss for the year (Item 6 - Item 5) 16,333,931$         20,003,934$         

B. Source of (gains) and losses

8. Assets 23,355,338$         22,543,837$         

9. Annuity Mortality (7,092,304)           (1,574,519)           

10. 13th Check Mortality 469,259                (354,182)              

11. Green Bar Members (131,874)              (46,252)                

12. Other Demographic (Gains)/Losses (266,488)              (564,950)              

13. Total (Sum of Items 8 through 12) 16,333,931$         20,003,934$          

Item

(1)
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SUMMARY OF PLAN PROVISIONS 

 

The System is a Defined Contribution Plan, and was the original retirement program when ASRS was 

created in 1953. System benefits are based on the total amount of member and employer contributions, 

interest and supplemental credits in a member’s retirement account at the time of retirement. Most 

members of the System elected to join the ASRS Plan when it became available, but those who never 

elected to receive benefits only under the ASRS Plan still accrue benefits and are entitled to receive 

retirement annuities according to the terms of the System.  

Contributions 

While they are active, System members contribute a percentage of their salary and their employers 

contribute the same percentage to their System retirement accounts. The percentage is currently 7%. 

System retirement accounts are credited annually with interest at the actuarial valuation rate. 

Investment return in excess of actuarial interest is called a supplemental credit. System retirement 

accounts were considered guaranteed, except for supplemental credits, before the Attorney General’s 

opinion letter of November 24, 2009. In light of that opinion, System retiree accounts are now 

considered entirely guaranteed.  

Retirement Benefits 

At retirement, System members receive their choice of the benefits that the System will provide and 

the benefits that the defined benefit Plan will provide. The System benefit is a monthly annuity that is 

the actuarial equivalent of the entire retirement account balance. The Plan benefit is a percentage of 

final average salary, multiplied by years of service.  

If the Board elects to distribute supplemental credits after a member’s retirement, they are distributed 

to the member through 13th checks. The amount of a 13th check that arises from a supplemental credit 

is calculated actuarially as an annual annuity with a present value equal to the amount of the 

supplemental credit. When supplemental credits occur in more than one year of a member’s retirement, 

the amounts are added and one 13th check is paid.  

Benefit Adjustments and Guarantees 

ASRS former rule said that if the funded status of the System as measured in an actuarial valuation is 

less than 95%, the Board will reduce non-guaranteed benefits so that the funded status is restored to 

95%. If the funded status exceeds 105%, the Board may (but is not required to) increase benefits until 

the funded status declines to 105%. The Board is authorized to change actuarial assumptions. Changes 

in the investment earnings assumption or the mortality assumption will change the funded status and 

can thus lead to benefit increases or decreases. Methods for adjusting benefits are detailed in ASRS 

rules. Based on the Arizona Attorney General’s opinion letter of November 24, 2009, which the Board 

has adopted, benefits cannot be “diminished or impaired” as defined under Article 29 of the Arizona 

Constitution. Under this opinion, all benefits are guaranteed. The ASRS Plan guarantees benefits for 

System members who retired or will retire on or after July 1, 1981. The State guarantees the other 

System benefits. System liabilities valued using Plan assumptions for post-June 30, 1981 retirees are 

included in the Plan valuation  
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Forms of Payment 

The annuity options available to System members include straight life annuity, joint and survivor 

annuity with 100%, 66-2/3%, or 50% of the benefit continuing to the contingent survivor, or life 

annuity with 5, 10 or 15 years of certain payments. 
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SUMMARY OF ACTUARIAL ASSUMPTIONS AND METHODS 
 

 The assumptions and methods applied in this actuarial valuation were adopted by the Board of 

Trustees on March 24, 2013 based on the Report on the Actuarial Experience Study covering 

a five-year period from July 1, 2007 to June 30, 2012, dated July 24, 2013. 

 

I. Valuation Date 

 

 The valuation date is June 30 of each plan year.  This is the date as of which the actuarial 

present value of future benefits and the actuarial value of assets are determined. 

 

II. Actuarial Value of Assets 

 

For purposes of this actuarial valuation, assets are reported on a market value basis with no 

smoothing of asset returns. 

 

III. Actuarial Assumptions 

 

Investment Return:  8.00% per year, net of administrative and investment-related expenses 

(composed of an assumed 3.00% inflation rate and a 5.00% real rate of return) 

Mortality Decrements: 

Service Retirees, Beneficiaries, and Inactive Members 

1994 Group Annuity Mortality with generational mortality improvements in accordance 

with Projection Scale BB and with adjustments for small and large benefit amounts. 

 

Mortality Adjustments 

Non-disabled mortality rates are decreased for members with annual Plan/System 

income greater than $14,400 and increased for members with annual Plan/System 

income less than $6,000 as shown below.  After adjustments, rates are set back one 

year for males and two years for females. 
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Age Male Female Male Female

0-49 None None None None

50-75 75% 84% 139% 133%

76-111 81% 90% 105% 100%

112 84% 92% 104% 100%

113 87% 94% 103% 100%

114 90% 96% 102% 100%

115 93% 98% 101% 100%

116 96% 100% 100% 100%

117 99% 100% 100% 100%

118 and over 100% 100% 100% 100%
 

Large Adjustment Small Adjustment

 
 

This mortality assumption includes an assumption about mortality improvements before and 

after the valuation date. 

Retirement, Termination, Disability Decrements:  None.  Liabilities for non-retired 

members are assumed to be their current account balances. 

Beneficiary Characteristics:  100% of members are assumed to be married.  A male member 

is assumed to be three years older than a female beneficiary; and a female member is assumed 

to be three years younger than a male beneficiary. 

Census Data and Assets 

 The valuation was based on members of ASRS as of June 30, 2016 and does not take 

into account future members. 

 All census data was supplied by ASRS and was subject to reasonable consistency 

checks. 

 Asset data was supplied by ASRS. 

Other Actuarial Valuation Procedures 

 No provision was made in this actuarial valuation for the limitations of Internal Revenue 

Code Sections 415 or 401(a)17. 
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TABLE A 
 

SUMMARY OF MEMBERSHIP DATA 
 

Item June 30, 2016 June 30, 2015

Number of Members 6                               6                               

Total of Balances (millions) 16.3$                        15.0$                        

Average Balance 2,716,659$               2,502,754$               

Average Age 71.9                          70.9                          

Item June 30, 2016 June 30, 2015

Number of Members 20                             25                             

Total of Balances (millions) 9.2$                          10.1$                        

Average Balance 458,310$                  402,527$                  

Average Age 74.5                          88.9                          

Annuity Item June 30, 2016 June 30, 2015

Number Receiving 1,202                        1,269                        

Average Age 80.9                          80.5                          

Total Annual Amount (millions) 37.0$                        38.3$                        

Average Annual Amount 30,755$                    30,153$                    

Median Annual Amount 17,847$                    17,607$                    

Maximum Annual Amount 295,494$                  295,494$                  

13th Check June 30, 2016 June 30, 2015

Number Receiving 743                           805                           

Average Age 84.1                          83.5                          

Total Annual Amount (millions) 4.6$                          5.0$                          

Average Annual Amount 6,204$                      6,254$                      

Median Annual Amount 3,893$                      3,893$                       

Maximum Annual Amount 44,800$                    44,800$                    
 

Active Members

Retired Members

Inactive Members
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TABLE B  

 

DATA RECONCILIATION  

Active 

Members Inactive

Retirees, 

Beneficiaries 

and QDRO Total

Total at June 30, 2015 6 25 1,269 1,300

Terminations 0 0 0 0

Refund 0 0 0 0

Transfer Out 0 0 0 0

Disabled 0 0 0 0

Retirements 0 (1) 1 0

Returned from LTD 0 0 0 0

New QDRO 0 0 4 4

New Beneficiary 0 (1) 16 15

Deaths 0 0 (80) (80)

Benefit Expiration 0 0 0 0

Benefit Terminated 0 (3) (8) (11)

Data Adjustments
0

0 0 0

Rehires 0 0 0 0

New Entrants 0 0 0 0

Net Change 0 (5) (67) (72)

Total at June 30, 2016 6 20 1,202 1,228
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TABLE C 
 

ACTIVE MEMBERS - DISTRIBUTION BY AGE AND SERVICE 

 

Age 40 40-44 45-49 50+ Total

Below 55 -          -          -          -          

55-59 -          -          -          -          

60 - 64 -          1             -          -          1              

65 - 69 -          -          2             -          2              

70 & Over -          -          2             1             3              

Total -          1             4             1             6              

 

Years of Service
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TABLE D 

RETIRED MEMBERS AND BENEFICIARIES - DISTRIBUTION OF COUNT AND AVERAGE ANNUAL 

ANNUITY BY AGE AND SERVICE 

Age 0-4 5-9 10-14 15-19 20-24 25-29 30-34 35-39 40+ Total

Under 55 2                1                -             -             -             -             1                4                -             8               

4,635$       21,329$     -$           -$           -$           -$           45,957$     9,846$       -$           14,493$    

55 - 59 -             -             -             -             -             -             -             -             -             

-$           -$           -$           -$           -$           -$           -$           -$           -$           

60 - 64 -             4                -             1                -             -             1                3                1                10             

-$           14,132$     -$           59,820$     -$           -$           20,615$     70,000$     87,834$     43,480$    

65 - 69 -             6                1                2                2                8                8                22              3                52             

-$           23,229$     38,882$     9,462$       54,235$     38,740$     78,944$     93,363$     92,883$     68,841$    

70 - 74 11              58              12              3                7                19              29              26              1                166           

28,737$     23,559$     24,418$     24,553$     56,951$     38,849$     68,313$     81,184$     189,825$   44,986$    

75 - 79 14              138            20              14              19              44              42              15              3                309           

23,447$     22,399$     40,744$     39,518$     38,941$     40,233$     66,649$     102,577$   171,669$   39,322$    

80 - 84 6                152            38              11              20              39              34              9                6                315           

21,289$     13,192$     14,112$     31,115$     18,972$     38,189$     66,339$     99,101$     111,259$   27,604$    

85 - 89 2                95              43              17              23              17              15              5                -             217           

5,568$       8,280$       11,805$     11,323$     18,330$     35,478$     52,701$     69,186$     -$           16,862$    

90 - 94 2                53              22              9                3                2                3                2                -             96             

5,929$       4,003$       7,437$       6,723$       6,828$       41,325$     39,191$     54,274$     -$           8,098$      

Over 94 -             16              6                5                2                -             -             -             -             29             

-$           2,199$       4,395$       3,433$       4,449$       -$           -$           -$           -$           3,021$      

Total 37              523            142            62              76              129            133            86              14              1,202        

21,740$     14,749$     16,765$     21,259$     27,334$     38,709$     64,978$     84,874$     124,205$   30,755$    

 

Years of Service
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GLOSSARY 
 

Actuarial Accrued Liability (AAL): That portion, as determined by a particular Actuarial Cost 

Method, of the Actuarial Present Value of Future Plan Benefits which is not provided for by future 

Normal Costs.  It is equal to the Actuarial Present Value of Future Plan Benefits minus the actuarial 

present value of future Normal Costs. 

 

Actuarial Assumptions: Assumptions as to future experience under the Fund. These include 

assumptions about the occurrence of future events affecting costs or liabilities, such as: 

 mortality, withdrawal, disablement, and retirement; 

 future increases in salary; 

 future rates of investment earnings and future investment and administrative expenses; 

 characteristics of members not specified in the data, such as marital status; 

 characteristics of future members; 

 future elections made by members; and 

 other relevant items. 

 

Actuarial Cost Method or Funding Method: A procedure for allocating the Actuarial Present Value 

of Future Benefits to various time periods; a method used to determine the Normal Cost and the 

Actuarial Accrued Liability.  These items are used to determine the ARC. 

 

Actuarial Gain or Actuarial Loss: A measure of the difference between actual experience and that 

expected based upon a set of Actuarial Assumptions, during the period between two Actuarial 

Valuation dates.  Through the actuarial assumptions, rates of decrements, rates of salary increases, 

and rates of fund earnings have been forecasted.  To the extent that actual experience differs from that 

assumed, Actuarial Accrued Liabilities emerge which may be the same as forecasted, or may be 

larger or smaller than projected.  Actuarial gains are due to favorable experience, e.g., the Fund's 

assets earn more than projected, salaries do not increase as fast as assumed, members retire later than 

assumed, etc.  Favorable experience means actual results produce actuarial liabilities not as large as 

projected by the actuarial assumptions.  On the other hand, actuarial losses are the result of 

unfavorable experience, i.e., actual results that produce actuarial liabilities which are larger than 

projected.  Actuarial gains will shorten the time required for funding of the actuarial balance sheet 

deficiency while actuarial losses will lengthen the funding period. 

 

Actuarially Equivalent: Of equal actuarial present value, determined as of a given date and based on 

a given set of Actuarial Assumptions. 
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Actuarial Present Value (APV): The value of an amount or series of amounts payable or receivable 

at various times, determined as of a given date by the application of a particular set of Actuarial 

Assumptions.  For purposes of this standard, each such amount or series of amounts is: 

 

a. adjusted for the probable financial effect of certain intervening events (such as changes in 

compensation levels, marital status, etc.), 

b. multiplied by the probability of the occurrence of an event (such as survival, death, disability, 

termination of employment, etc.) on which the payment is conditioned, and 

c. discounted according to an assumed rate (or rates) of return to reflect the time value of money. 

 

Actuarial Present Value of Future Plan Benefits: The Actuarial Present Value of those benefit 

amounts which are expected to be paid at various future times under a particular set of Actuarial 

Assumptions, taking into account such items as the effect of advancement in age and past and 

anticipated future compensation and service credits.  The Actuarial Present Value of Future Plan 

Benefits includes the liabilities for active members, retired members, beneficiaries receiving benefits, 

and inactive, nonretired members either entitled to a refund or a future retirement benefit.  Expressed 

another way, it is the value that would have to be invested on the valuation date so that the amount 

invested plus investment earnings would be provide sufficient assets to pay all projected benefits and 

expenses when due. 

 

Actuarial Valuation: The determination, as of a valuation date, of the Normal Cost, Actuarial 

Accrued Liability, Actuarial Value of Assets, and related Actuarial Present Values for a plan.  An 

Actuarial valuation for a governmental retirement system typically also includes calculations of items 

needed for compliance with GASB. 

 

Actuarial Value of Assets or Valuation Assets: The value of the Fund’s assets as of a given date, 

used by the actuary for valuation purposes.  This may be the market or fair value of plan assets, but 

commonly actuaries use a smoothed value in order to reduce the year-to-year volatility of calculated 

results, such as the funded ratio and the ARC. 

 

Actuarially Determined: Values which have been determined utilizing the principles of actuarial 

science.  An actuarially determined value is derived by application of the appropriate actuarial 

assumptions to specified values determined by provisions of the law. 

 

Amortization Method: A method for determining the Amortization Payment.  The most common 

methods used are level dollar and level percentage of payroll.  Under the Level Dollar method, the 

Amortization Payment is one of a stream of payments, all equal, whose Actuarial Present Value is 

equal to the UAAL.  Under the Level Percentage of Pay method, the Amortization payment is one of 

a stream of increasing payments, whose Actuarial Present Value is equal to the UAAL.  Under the 

Level Percentage of Pay method, the stream of payments increases at the assumed rate at which total 

covered payroll of all active members will increase. 

 

Amortization Payment: That portion of the pension plan contribution or ARC which is designed to 

pay interest on and to amortize the Unfunded Actuarial Accrued Liability. 
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Actuarially Determined Contribution (ADC) or Annual Required Contribution (ARC): A calculated 

contribution for a defined benefit pension plan for the reporting period, most often determined based 

on the funding policy of the plan. Typically the calculated contribution has a normal cost payment 

and an amortization payment. 

 

Closed Amortization Period: A specific number of years that is counted down by one each year and 

therefore declines to zero with the passage of time. For example if the amortization period is initially 

set at 30 years, it is 29 years at the end of one year, 28 years at the end of two years, etc.  See Funding 

Period and Open Amortization Period. 

 

Decrements: Those causes/events due to which a member’s status (active-inactive-retiree-

beneficiary) changes, that is: death, retirement, disability, or termination. 

 

Defined Benefit Plan: An employer-sponsored retirement benefit that provides workers, upon 

attainment of designated age and service thresholds, with a monthly benefit based on the employee’s 

salary and length of service. The value of a benefit from a defined benefit plan is generally not 

affected by the return on the assets that are invested to fund the benefit. 

 

Defined Contribution Plan: A retirement plan, such as a 401(k) plan, a 403(b) plan, or a 457 plan, in 

which the contributions to the plan are assigned to an account for each member, and the plan’s 

earnings are allocated to each account, and each member’s benefits are a direct function of the 

account balance. 

 

Employer Normal Cost: The portion of the Normal Cost to be paid by the employers.  This is equal 

to the Normal Cost less expected member contributions. 

 

Experience Study: A periodic review and analysis of the actual experience of the Fund which may 

lead to a revision of one or more actuarial assumptions.  Actual rates of decrement and salary 

increases are compared to the actuarially assumed values and modified as deemed appropriate by the 

Actuary. 

 

Funded Ratio: The ratio of the actuarial value of assets (AVA) to the actuarial accrued liability 

(AAL).  Plans sometimes calculate a market funded ratio, using the market value of assets (MVA), 

rather than the AVA. 

 

Funding Period or Amortization Period: The term “Funding Period” is used it two ways. In the first 

sense, it is the period used in calculating the Amortization Payment as a component of the ARC.  This 

funding period is chosen by the Board of Trustees.  In the second sense, it is a calculated item: the 

number of years in the future that will theoretically be required to amortize (i.e., pay off or eliminate) 

the Unfunded Actuarial Accrued Liability, based on the statutory employer contribution rate, and 

assuming no future actuarial gains or losses. 

 

GASB: The Governmental Accounting Standards Board is an organization that exists in order to 

promulgate accounting standards for governmental entities. 
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Normal Cost: That portion of the Actuarial Present Value of pension plan benefits and expenses 

which is allocated to a valuation year by the Actuarial Cost Method.  Any payment in respect of an 

Unfunded Actuarial Accrued Liability is not part of Normal Cost (see Amortization Payment).  For 

pension plan benefits which are provided in part by employee contributions, Normal Cost refers to 

the total of employee contributions and employer Normal Cost unless otherwise specifically stated.  

Under the entry age normal cost method, the Normal Cost is intended to be the level cost (when 

expressed as a percentage of pay) needed to fund the benefits of a member from hire until ultimate 

termination, death, disability or retirement. 

 

Open Amortization Period: An open amortization period is one which is used to determine the 

Amortization Payment but which does not change over time.  In other words, if the initial period is 

set as 30 years, the same 30-year period is used in determining the Amortization Period each year.  In 

theory, if an Open Amortization Period is used to amortize the Unfunded Actuarial Accrued Liability, 

the UAAL will never completely disappear, but will become smaller each year, either as a dollar 

amount or in relation to covered payroll. 

 

Unfunded Actuarial Accrued Liability: The excess of the Actuarial Accrued Liability over the 

Actuarial Value of Assets.  This value may be negative in which case it may be expressed as a 

negative Unfunded Actuarial Accrued Liability, also called the Funding Surplus. 

 

Valuation Date or Actuarial Valuation Date: The date as of which the value of assets is determined 

and as of which the Actuarial Present Value of Future Plan Benefits is determined.  The expected 

benefits to be paid in the future are discounted to this date. 

 


